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FINANCING BUSINESS IN POST- 
WAR AMERICA 


Rocers W. KIMBERLING 
Cashier, First National Bank, Eugene, Oregon 


Postwar problems will at some later date prove just 
as important and just as pressing as today’s problems of 
production for total war. It is not only proper but wise 
that we consider some of them now. It is the genius of 
America and a tribute to the resourcefulness and versa- 
tility of our people that, while making maximum con- 
tribution to the war effort, we can still do a practical job 
of postwar planning. 


The Problem. At the close of the war, this country 
will have arrived at maximum production of its mines, 
fields, and factories. Its laboratories will have created 
undreamed of miracles. Its labor will be skilled and 
trained. Management will have found new answers to 
production problems and will have reached new peaks 
of efficiency that will enable it to dwarf its already splen- 
did record of war achievements. Transportation will 
have been streamlined and coordinated so that new mar- 
kets may be served swiftly and economically. 

There will be millions to be housed, fed, clothed, and 
started once more on the constructive pursuits of peace. 
And there will come the call from every land for the 
foods, the products, the goods, and the machines of 
America. 

The United States Chamber of Commerce has devel- 
oped some interesting facts about our home market. Of 
35 million families in the United States, some 65 per 
cent say they will be in the market for consumer durable 
goods when they are available. Specifically, over 3,600,- 
000 families want new automobiles ; 2,600,000 want 1e- 
frigerators, washing machines, stoves; 1,300,000 want 
radios; more than 1,000,000 plar. to buy new furniture 
and furnishings ; 1,500,000 say they are going to buy or 
build a house ; 39 per cent of our home owners are going 
to improve their property, paint and repair it ; and 67 per 
cent of our farmers owning their own farms are going 
to make some improvements ranging from painting to 
building new houses and barns. This planned expendi- 
ture is estimated at $7 billion, and is but one segment of 
one postwar market. 

Where is the money coming from to finance this pro- 
duction and to buy these products, goods, and services? 

Savings? Yes, to a considerable extent—the savings 
of both individuals and corporations. Many firms have 
accumulated a backlog of funds that will enable them tu 
get started on their postwar job. Redemption of war 
bonds? Yes, to some extent, particularly by individuals. 
Financing through savings, hoardings, and war-bond re- 
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THE PATTERN OF POSTWAR 


FEDERAL TAXES 
O. K. BurRELL 


Eprror’s Note: This is the second chapter of a stuay 
by Professor Burrell. Next month’s chapter will deal 


with excess-profits taxes. 


THE CORPORATION INCOME TAX 


The corporate form of organization is an essential 
element in business growth and development. While 
it is true that small undertakings can be operated as 
partnerships or individual enterprises, the corporate 
form is almost a requisite when funds for expansion 
are desired. Even when an individual enterprise or 
partnership expands through reinvested earnings, 
there comes a point where the corporate form is de- 
sirable even if not essential. Changing personal cir- 
cumstances of proprietors frequently dictate a change 
to the corporate form even where expansion is not 
involved. The use of the corporate form permits the 
distribution of partners’ interests at death without the 
necessity for liquidation or without the necessity for 
changing management.’ 

The corporation has sometimes been utilized for ul- 
terior ends, but this should not obscure the fact that it 
is an instrument of social progress. The growth of com- 
merce and industry would have been difficult without 
such a method of association. The employment and well- 
being of many millions of workers are associated with 
the good or bad fortunes of corporations. Corporate 
abuses should be eliminated, but the corporate method of 
doing business should be recognized as one of the nec- 
essary tools of the enterprise system. 

The concept of corporate entity or corporate person- 
ality, while without doubt a legal necessity, has been pro- 
ductive 01 much mischief. Fundamentally the corpora- 
tion is a device by which individuals associate themselves 
together for the purpose of producing or selling goods or 
services. The corporation is an inanimate object and taxes 
levied on the corporation must inevitably come out of 
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1A partner is presumed to be an agent of the partnership. 
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THE PATTERN OF POSTWAR 
FEDERAL TAXES 


(Continued from page 1) 
demptions, however, will be small in volume and tem- 
the pockets of living persons: owners, workmen, or cus- 
tomers. 

It is probably impossible to determine where the bur- 
den of the corporation income tax rests. To what extent 
and in what proportion is it borne by owners, workers, 
and customers? Where production can be as efficiently 
carried on by the individual enterprise or partnership and 
where competition is fully effective, it would appear that 
it would be impossible to pass on any of the burden to 
customers or workers and that the burden must rest on 


the owners_(stockholders). But, in large-scale enterprises 


that cannot be operated as efficiently by individual pro- 
prietors or partnerships, the tax is a burden upor al! units 
in the industry and therefore in some degree a cost of 
operation. To be sure the burden is not equally laid upon 
all units in the industry. It is no burden at all upon those 
that operate at a loss. But the costs of the marginal unit 
are necessarily increased. 

Moreover, it is evident that potential investors in 
new corporate enterprises necessarily take the tax into 
account in deciding to invest or not to invest. Since the 
tax is levied on the net income of all corporations and 
since the corporation is the major outlet for investment 
funds, the equity investor is not privileged to choose an 
investment not subject to the tax.2 He may, however, 
choose between investing and not investing or he may 
choose between ownership and creditorship. He is privi- 
leged to choose to place his funds in corporate or gov- 
ernment bonds to which the corporate income tax does 
not apply or he is privileged to choose various forms of 
institutional investment (such as insurance) with a low- 
er but more certain income and free of the burden of 
the corporate income tax. He is also free to choose in- 
struments of ownership in corporations with stable in- 
comes in preference to the securities of corporations with 
unstable earnings. 

It is true that those who hold corporate stocks at the 
time a corporation income tax is imposed (or increased ) 
do not have the option to revise their profit expectations 
so as to take the tax into account. Their investment is 
made and they may not choose between investing and not 
inves‘ing. Unless other forces bring about an increase in 
corporate earnings, the immediate effect is likely to be 
a reduction in the value of the investment because of the 
reduced capitalized value of the lowered earnings after 
taxes. : 

It might be urged that, if the corporate income tax 
permits a lifting of other taxes bearing directly on con- 
sumption, the increase in volume of business might ulti- 
mately so increase profits as to leave corporate share- 
holders at least nearly as well off as before. This, how- 
ever, ignores the reduction in consumption by the re- 
cipients (direct and indirect) of corporate dividends. 
Corporate shareholders are also consumers. If invest- 
tors and potential investors in corporate shares were 


2 He may, of course, choose such noncorporate investments 
as real estate, not subject to the corporation income tax. 





drawn largely from the higher-income groups where a 
larger proportion of income is saved and a smaller pro- 
portion consumed, this argument might have a limited 
validity. But it is here that the decision to invest or not 
to invest, or the decision to invest in productive enter- 
prise or in tax-exempt securities, is important. Investors 
in productive enterprises from the higher-income brack- 
ets are truly described as “marginal investors.” Table 1 
shows the return on investment (where the income is 
taxable) necessary to equal a 2 per cent tax-exempt re- 
turn. This table takes into account the 3 per cent nor- 
mal tax. 


TABLE 1 


Taxable income return 
necessary to equal a 
2% taz-exempt return 

2.00% 


71 

.57 
The relationship of the corporation income tax to new 
investment and the cost of ownership capital is demon- 
strated in the following illustration. Assume that in a 
given industry the supply of available capital and the 


profit expectations necessary to induce such investment 
are as indicated in the following table: 


TABLE 2 


Profit expectation 
requir 
4% 
5% 
6% 


Capital available 


Assume that there is no corporate income tax and 
that a corporation in the industry desires capital funds 
for new facilities. Its calculations of cost saving and 
additional profits resulting from given investments of 
capital are as follows: 


TABLE 3 
Cost savings and 
additional profits 
$ 500,000 
1,600,000 
_— .* 1,800,000 


The corporation is primarily concerned with improv- 
ing the earnings for existing owners and this can only 
be done by selling new shares at such a price as to yield 
a higher return for existing shares. In the above illus- 
tration, an investment of $10 million would result in cost 
saving and profit of $500,000, and this amount of capi- 
tal can be obtained on the basis of profit expectation of 
5 per cent or $500,000. Clearly such an investment would 
not improve the position of existing owners. Such an 
investment would probably not be made, since there is 
no advantage to existing owners.® 

If the second alternative were chosen, the additional 
profits and cost savings would be $1,600,000, and it would 
be necessary to sell the new participations on a 6 per cent 
profit expectation or $1,200,000, thus leaving a $400,000 


Funds invested 
$10 million 
20 ” 


8 But if no other alternatives were available and if such an 


investment seemed to make income more stable, the invest- 
ment might logically be made. It is also true that such an in- 
vestment might be necessary for competitive reasons even 
where no differential advantage exists for present owners. 
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annual differential advantage for existing owners. 

If the third alternative were selected, the additional 
profits would be $1,800,000 and this $30 million of new 
capital could be had on the basis of profit expectation of 
7 per cent or $2,100,000, which would represent a reduc- 
tion in profits available for existing shareholders. Such 
an investment would not logically be undertaken except 
under most unusual circumstances. 

Under the assumption given it is clear that an invest- 
ment of $20 million in new facilities would be justified. 

Now suppose that, without any change in individual 
income-tax rates, a corporation income tax at the flat 
rate of 25 per cent is imposed. The cost savings and 
profits expected would be reduced by 25 per cent, but 
there is no reason to suppose that investors’ schedules 
of profit expectations would be materially changed. The 
margin between what can be offered on ownership in- 
struments and on creditorship instruments is reduced. 
Since investors’ expectations on sheltered and safer 
creditorship instruments are lower, it becomes more dif- 
ficult to secure ownership capital on favorable terms. 
Consider the illustration discussed above. With the rela- 
tively modest 25 per cent corporate income tax in effect, 
the expected profits and cost savings compared with the 
profit expectations necessary to secure this capital and 
the differential advantage to existing owners are «as 
shown below: 


TABLE 4 
Profit expectation 
basis on which 
capital can be 
secured 
$ 500,000 
1,200,000 
2,100,000 


Profit and cost 
saving expected 
Investment with 25 per cent tax 
$10 million 


— = 1,350,000 


In this illustration the imposition of the 25 per cent 
corporate income tax makes any of the alternate invest- 
ment proposals profitless. An investment of $20 million 
would be without either advantage or disadvantage to 
existing owners. Such an investment would logically be 
made only if it seemed to stabilize earnings or to improve 
the competitive situation in the industry. 

It appears to be clear that the corporation income tax 
impedes the investment of ownership capital in corpor- 
ate enterprise, although it does not so impede the flow 
of creditorship carital into corporations (since interest 
is deductible). Thus, a high corporate income-tax rate 
may produce the situation which is described as “secular 
stagnation” or decline in investment opportunities. What 
appears to be economic maturity may be merely a func- 
tion of a poorly designed tax structure. If the corporate 
income tax serves to reduce investment, price reductions 
through lowered costs incident to new facilities are de- 
layed. Moreover, employment is reduced and wage rates 
are either reduced or not increased as rapidly as they 
would otherwise be. 

In short the burden of the corporation income tax 
rests upon some group or groups of persons. It clearly 
does not rest upon corporate creditors. The burden must, 
therefore, lie in some proportion on stockholders, work- 
ers, or customers. It appears that, while those who are 
stockholders at the time a corporate income tax is im- 
posed (or increased) cannot escape the burden entirely, 
those who become stockholders subsequent to the intro- 


duction of the tax can in some measure escape. To tlic 
extent that such stockholders do escape by calculating 
profit expectations on an “after tax” basis, the corporate 
income tax is an indirect tax borne by workers and con- 
sumers. 

What is said above is not intended to be a demonstra- 
tion of the incidence of the corporate income tax. The 
materials for such a demonstration are not yet available. 
From the point of view of reform, it is not very impor- 
tant to know just where the burden of this tax lies. To 
the extent that it is an indirect burden on workers or 
consumers, it is a bad tax and needs reform. To the ex- 
tent that it is a burden on corporate shareholders, it is a 
bad tax and needs reform. It is a bad tax for the follow- 
ing reasons : 


(1) Since the burden rests upon all shareholders in 
proportion to their holdings and without regard to per- 
sonal circumstances, it bears no relation to “ability to 
pay.” The recipient of a small income who perhaps is 
not even required to pay a personal income tax is, never- 
theless, burdened as much as the holder of an equal num- 
ber of shares whose personal income is in the upper 
brackets. 


(2) The tax is a double tax upon corporate income, 
once when the income is earned and again when it is 
distributed. 


(3) Even if it could be demonstrated that the burden 
rests solely on corporate shareholders and even if it 
could be shown that all corporate shareholders were in 
the upper-income brackets, the economic consequences 
of the tax require that it be considerably modified. 


(4) There are available other and more equitable 
methods of taxing the income which individuals receive 
from corporations. 


Proposals for Reform. The various groups that 
have studied the problem of the Federal tax structure 
are rather surprisingly in agreement that the corporation 
income tax is in need of thorough overhauling. While 
there is this general agreement on objectives, the specific 
proposals for reform differ somewhat. But there would 
seem to be few basic differences in the end results of the 
various reform proposals. A brief summary of these 
specific proposals follows: 


Twentieth Century Fund Plan. This study (pub- 
lished in 1937) was undertaken on the same basis 2s 
other Twentieth Century Fund studies. The trustees of 
the fund appointed a special committee. This commit- 
tee, representing diverse political viewpoints, had gen- 
eral charge of the study. A research staff of seventeen 
made factual studies and presented these factual studies 
to the committee, together with their own conclusions 
and recommendations. The committee studied these fac- 
tual reports and recommendations, and prepared a series 
of recommendations for reform of the tax system. We 
have to deal, therefore, both with the recommendations 
of the directors of research and those of the committee. 
The directors of research presented two alternative rec- 
ommendations, and the committee recommended one of 


4 Facing the Tax Problem, 1937. 
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the suggested alternatives. The two alternatives pre- 
sented were: 


(1) It was suggested that the corporation normal 
income tax® be abolished but corporation shareholders 
be required to pay both normal tax and surtax on their 
full share of corporate earnings whether distributed or 
not. This is an attempt to tax income earned by corpora- 
tions on the same basis as partnership income. Presum- 
ably, dividend distributions would not be taxable. 


(2) In order to avoid discrimination against owner- 
_ ship of corporate shares and to prevent the use of the 
corporation for surtax avoidance, it was suggested that 
the corporation normal income tax be abolished and that 
' individuals be required to value their holdings each year 
and enter the plus or minus differences for the year in 
their pcrsonal income-tax returns. Since this is a device 
for taxing corporate undistributed earnings to the real 
owners, the shareholders, it is presumed that it was :n- 
tended that dividend distributions would be fully sub- 
ject to both the individual normal tax and the surtax. 


It was suggested that the annual inventory of individ- 
ual shareholdings be made on the basis of either the 
market value or the book value at the end of the year. The 
stockholder would adjust his cost basis upward or down- 
ward according to the year-end valuation. In case the 
shares are sold, the capital gain or loss would be meas- 
ured by the difference between the sale price and the last 
adjusted cost basis. It was recommended that, in apply- 
ing this inventory plan, the capital losses in any one year 
that are in excess of capital gains for the same year be 
fully deductible from other income and the loss excess 
remaining be carried forward and deducted from income 
of all kinds in tax returns of future years, until fullv 
absorbed. Presumably capital gains actually realized 
through sale or calculated on the inventory basis would 
be fully subject to both the individual normal and surtax 
rates. 

Both the research staff and the committee fully recog- 
nized the constitutional problem involved in these alter- 
native recommendations, and urged that immediate steps 
be taken to amend the Constitution to permit the sug- 
gested action to be taken. 

The committee recommended the second alternative. 
It is to be noted that both alternatives involve the abo- 
lition of the corporation normal income tax. 


Committee for Economic Development Plan.° The 
recommendations of the C.E.D. have been directed to 
the objective of subjecting “all corporate earnings (that 
is, all stockholders’ income) . . . to taxes just as heavy 
and no heavier than is placed upon all other types of per- 
sonal income.”’ To accomplish this objective the commit- 
tee recommends: 





5 It is to be remembered that in 1937, when the recommendation 
was made, the regular corporation income tax was not divided 
between so-called “normal tax” and surtax. The normal tax 
ranged from 8 per cent to 15 per cent. The term “normal” tax 
simply meant the regular corporation income tax exclusive of 
(1) the surtax on undistributed earnings (since repealed) and 
(2) the surtax (Sec. 102) on corporations improperly accumulat- 
ing surplus. 
ont A Postwar Federal Tax Plan for High Employment, Aug. 


(1) That the postwar tax on corporate earnings be 
no more nor less than the normal rate on individual in- 
comes (from 16 per cent to 20 per cent). 


(2) That this tax be regarded in the same way as a 
tax on wages, a withholding tax paid by the corporation 
on behalf of its stockholders. In the stockholders’ per- 
sonal returns any dividends received would be in effect 
exempt from the normal tax but not from the surtax. 


This means presumably that, if an individual held one 
hundred shares of stock of a corporation and if the cor- 
poration declared a dividend of $1.00 per share and if the 
normal corporation and individual rates were 20 per cent, 
the corporation would record the dividend as $100 but 
would withhold $20 and remit $80 to the stockholder. The 
stockholder in preparing his individual return would 
report a dividend income of $100 subject to both normal 
tax and surtax, but would take a credit for the $20 with- 
held by the corporation (just as a wage earner reports 
the total wages earned, but deducts the tax withheld 
from the calculated tax).*7 This procedure would result 
in a refund in the case of a taxpayer whose income and 
exemptions do not require him to pay a tax. 

Since the corporation is required to pay the tax on its 
entire income and since the withholding is based on de- 
clared dividends, the net effect is a tax on corporate un- 
distributed earnings, which is, however, regarded as an 
advance withholding to be applied to future dividends. 

But what rate of withholding shall the corporation 
apply against dividends paid from surplus already ac- 
cumulated, which have paid corporation income taxes 
at various rates depending upon the year in which the 
surplus was earned? Suppose that it becomes necessary 
to change the individual-corporate normal tax rate. 
What would be the withholding rate to be applied to div- 
idends declared in the future out of undistributed earn- 
ings which have been taxed to the corporation at various 
rates? Professor Groves suggests that, in the interest of 
simplicity, it might be desirable to provide that, in the 
case of rate changes, the taxpayer should be credited 
with the current withholding rate prevailing at the time 
of distribution. The same principle might be applied to 
dividends paid out of earnings accumulated at the time 
the tax is effective. 


National Planning Association (Ruml-Sonne) Plan.® 
The N.P.A. recommendation is that all Federal income 
taxes on corporations be abolished except for a fran- 
chise tax of 5 per cent on net earnings to represent the 
“value of doing business in the corporate form.” In ad- 
dition it is suggested that a tax at the normal rate of 16 
per cent be levied on undistributed earnings “which 
might or might not be credited to individuals when dis- 
bursed.”” While the report is brief and no detailed ex- 
planation is offered, this appears to be almost identical 
with the proposal of the Committee for Economic De- 





7 This interpretation is not based entirely on the brief report 
of the committee. It is also based upon the somewhat more com- 
prehensive statement included in the C.E.D.-sponsored study by 
Harold M. Groves, Production, Jobs and Taxes, 1944. It also 
appears to be the only interpretation consistent with the an- 
nounced objectives of the committee. - 

8 Fiscal and Monetary Policy, Planning Pamphlet No. 35, Na- 
tional Planning Association, July 1944. 
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velopment. A tax of 16 per cent on undistributed cor- 
porate earnings is suggested and the normal rate sug- 
gested for individuals is also 16 per cent. If all corporate 
income were taxed at this normal rate and if this tax 
were treated as a withholding tax paid on behalf of 
stockholders and deducted from dividends, the result 
would be what is here proposed. There appear to be only 
two minor differences between the N.P.A. proposal and 
that suggested by the C.E.D. These are: 


(1) The N.P.A. suggests a normal rate of 16 per cent, 
while the C.E.D. suggests a range of from 16 to 20 per 
cent. 


(2) The N.P.A. leaves indefinite the question wheth- 
er or not the residual tax on undistributed earnings would 
be deducted from future dividends.® 


The recommendations mentioned above are condi- 
tioned upon provisions to prevent the corporate form 
from being used as a refuge from the personal income 
tax and as a device for building up uninvested and un- 
taxed corporate surpluses and for securing undue ad- 
vantages over partnerships and unincorporated busi- 


nesses. 

Brookings Institution (Kimmel) Plan.’° The recom- 
mendations of Mr. Kimmel in this study sponsored by 
the Brookings Institution are similar to those of the 
C.E.D. and N.P.A. A single “normal” tax is proposed, 
to be collected on all taxable income, individual and cor- 
porate. Jt is proposed that on corporate earnings this tax 
should be collected “at the source.’ It is suggested that, 
because of heavy revenue requirements, this “‘normal”’ 
rate would have to be substantially higher than prewar 
normal rates on personal incomes. 

The rates suggested by the C.E.D. and N.P.A. (16 to 
20 per cent) would seem to qualify as “substantially 
higher than prewar normal rates on personal incomes.” 

A corporate income tax over and above the “at the 
source” normal tax mentioned above is suggested in the 
range of 5 to 10 per cent. This is comparable with the 5 
per cent “franchise tax”’ proposed by Ruml-Sonne. 


Hansen-Perloff Plan.‘ Two alternative models for 
corporate income taxation are suggested for considera- 
tion. 

The first model aims to eliminate entirely the double- 


taxation feature characteristic of the American corpor- | 


ate income tax. It is proposed that an “at the source” tax 
be levied at a rate equal to the basic ** individual rate on 
corporate income distributed. This would be paid by the 
corporation and regarded as a withholding tax to be de- 
ducted from dividends. The stockholders would then 
show the gross dividend (actual cash received plus with- 
held tax) as income and the amount withheld as a tax 
credit. 

In addition the authors propose a 45 per cent tax on 





® As a matter of practical administration it seems almost im- 
possible to determine whether a given dividend is paid from cur- 
rent earnings or previous accumulation of surplus. 

10 Postwar Tax Policy and Business Expansion, 1943. 

11 Alvin H. Hansen and Harvey S. Perloff, State and Local 
Finance in the National Economy, 1944. 

12 By “basic” the authors mean the normal tax plus the tax in 
the first surtax bracket; under the 1942 act the surtax applies to 
all taxable income. 


corporate earnings undistributed. This tax on retained 
earnings would be paid by stockholders “regardless ot 
their income status.” But it is proposed that the tax on 
the retained income would be paid “at the source.” 

It is a little difficult to comprehend just how a tax on 
undistributed earnings could be managed as an “‘at the 
source” tax.'* Suppose that a corporation found it nec- 
essary to retain all of its earnings in a given year. Since 
no dividends are paid, the tax cannot be recovered from 
stockholders by means of deductions. Presumably in 
such a case the only means of recovery of the withheld 
tax would be by means of an assessment on stockholders, 
commonly termed an “Irish dividend.” Suppose a cor- 
poration with 100,000 shares outstanding had earnings 
of $500,000, equal to $5 per share. Suppose that the cor- 
poration found it necessary to retain $400,000 and paid 
$100,000 in dividends, equal to $1 per share. The basic 
individual tax is presumed to be 20 per cent. The with- 
holding tax to be paid by the corporation would be cal- 
culated as follows: 











20% on $100,000 distributed $ 20,000 
45% on $400,000 undistributed 180,000 
$200,000 


The net result to the holder of 100 shares of stock 
would appear to be the following: 





Dividend credit, 100 shares at $1.22... cceeccececeeeeeees $100.00 
Less withholding tax 

On distributed earnings $ 20.00 

On undistributed earnings 180.00 200.00 











wwevwwv 


Stockholder owes corporation 


The stockholder’s individual tax return might be pre- 
sented on either of two bases: 


(1) Include $100 as a dividend income, but show the 
$200 withheld as a tax credit. If the stockholder is sub- 
ject only to the basic individual rate of 20 per cent, his 
net return after taxes from ownership of the stock wou!'d 
appear to be as follows: 











Refund due from Treasury $180.00 
Less amount paid to corporation 100.00 
Net return $ 80.00 





In ef‘ect the stockholder will receive the full dividend less 
the withholding tax at the basic rate. If the stockholder 
is not subject to any tax at the basic rate, he will re- 
ceive the full dividend but by a roundabout process. He 
will pay the $100 assessment to the corporation but re- 
ceive a $200 refund from the Treasury. 


(2) Include $100 as dividend income but show only 
$20 as a tax credit. This is evidently the alternative that 
Hansen and Perloff have in mind; for they propose 


13 [t may be that Hansen-Perloff have in mind that the tax on 
undistributed earnings be paid by the corporation and withheld 
only from future dividends. If surplus earnings are permanently 
invested this tax might never be withheld from dividends. More- 
over, it would be difficult in any given case to know whether a div- 
idend is paid from current earnings or from previously accumu- 
lated surplus. If the burden of the corporation income tax is re- 
garded as resting solely on stockholders, it is true that a tax paid 
by the corporation and not passed on to the stockholders may be 
regarded as a tax on stockholders “regardless of income status.” 
However, if a change in stock ownership occurs, a future stock- 
holder would obtain a tax advantage resulting from prior undis- 
tributed earnings. 
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“that stockholders, regardless of their income status, 
pay a 45 per cent individual income tax on that part of 
their share of corporate income which the corporation 
chooses to retain.’ The net result for a stockholder sub- 
ject only to the basic individual rate of 20 per cent is 
shown below : 


Amount paid corporation above $100.00 
Refund from U. S. Treasury (the tax on the dividend 

was $20.00 which was exactly equal to the allow- 

able tax credit) 





None 


$100.00 








Net cost to stockholder 





The net result for a stockholder not even subject to 
the basic individual rate is shown below: 


Amount paid corporation above 
Refund from U. S. Treasury (no tax due, there- 
fore withholding tax on distributed earnings 
refund :d) .. 20.00 


$100.00 








$ 80.00 


It could be argued that the cost to the stockholder in- 
dicated above would be offset by the increase in the book 
value of the stock owned. Since $4 per share was re- 
tained, the book value of 100 shares of stock would in- 
crease by $400. This argument has some limited validity. 
If market values tended to fluctuate in response to book- 
value changes, it would be reasonable to suppose that 
stockholders could sell a portion of their shares to secure 
funds for the assessment and tax payment. But market 
values do not fluctuate in response to book-value changes. 
It would be difficult, indeed, to persuade a recipient of a 
small income not even subject to the basic tax rate that 
it would be equitable for him to have to pay a corpora- 
tion $100 in order to receive a refund from the U. S. 
Treasury of $20. The small-income recipient would 
hardly regard this as a “dividend,” even if he were to 
be advised that the book value of his holdings had in- 
creased. 

It is not clear whether Hansen and Perloff would ex- 
empt from taxes subsequent dividends paid from sur- 
plus upon which stockholders have paid the 45 per cent 
tax. It would appear to be equitable to permit sharehold- 
ers to deduct the 45 per cent withholding tax from such 
dividends. But this would present tremendous problems 
of administration. The individual who receives a future 
dividend may not be the same individual who paid the 
tax. Moreover, it would be necessary for corporations 
to identify particular dividends as coming from the earn- 
ings of particular years. This would be so difficult as to 
be virtually impossible, at least on any rational basis. 
Surplus adjustments are usually difficult or impossible 
to identify by years. 

Either of two conclusions seem to be inescapable. 
These are: (1) that the mechanics of the proposed tax 
on retained earnings were not well thought through: 
(2) that the proposed plan of taxing retained earnings 
was not intended to produce revenue but was intended 
as a device to compel reasonably full distribution of cor- 
porate earnings. 

It does not appear that the proposal was intended as 
a device for forcing corporate distributions. If it were 
intended as a “forcing tax,” it would logically be levied 
on the corporation rather than on the stockholders. More- 


Net cost to stockholder 
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over, there is no discussion of necessary relief provisions 
such as were provided in the undistributed-earnings tax 
of 1936. No attention was given to the problem of the 
corporation legally unable to pay dividends or forced by 
debt maturities to defer distribution to stockholders. 
Since no consideration was given to the necessity for 
such relief provisions, it seems clear that the proposal was 
intended to produce revenue rather than force distribu- 
tions. 

The proposal to eliminate the corporate income tax 
entirely but to require individuals to include as a part 
of income a pro rata share of corporate earnings whether 
distributed or not is regarded by Hansen and Perloff as 
worthy of serious consideration. The proposal is rather 
reluctantly rejected, however, because of “practical dif- 
ficulties which have not yet been, in our judgment, satis- 
factorily resolved.”” These practical difficulties have to 
do with devising a method “which will not restrict the 
power of corporations to retain earnings for legitimate 
and desirable expansion, and, at the same time, provide 
the stockholder with cash securities from which to pay 
his share of the tax on the retained income.” These 
same practical difficulties would seem to apply with 
equal force to the proposed tax on stockholders “‘regard- 
less of income status” for corporate earnings retained. 

The second model proposed by Hansen and Perloif 
involves a continuation of double taxation of corporate 
distributed earnings. A tax at the rate of 30 per cent on 
the entire corporate income is proposed. In addition it 
is proposed that there be deducted at the source the basic 
individual income tax for the distributed part of cor- 
porate income. 

If the basic individual rate were 20 per cent, the cor- 
poration would pay a tax of 30 per cent on entire net 
income plus 20 per cent on income distributed. This 
latter would, however, be a withholding tax to be de- 
ducted from dividends and taken as a credit by recip- 
ients of the dividend. 


Twin Cities Plan.* The generai philosophy of the 
Twin Cities plan differs materially from most other 
plans so far as the corporate income tax is concerned. 
The thesis of the Twin Cities plan is that “relatively 
heavy corporate income tax rates are not as harmful to 
the private enterprise system as are heavy individual 
income tax rates, for the reason that the latter shut off at 
the source all possibility of venturing of capital by in- 
dividuals.” 

In support of this thesis a table is presented showing 
the rate of corporation earnings necessary to yield a 5 
per cent return to stock investors in various income 
brackets in a new corporate enterprise. It is assumed 
that such a new company will not be subject to the excess- 
profits tax and will pay only the normal tax and surtax, 
totaling 40 per cent. It is further assumed that the cor- 
poration will find it necessary to retain 30 per cent of 
net earnings after taxes, paying 70 per cent of such in- 
come in dividends. The rate of corporate earnings nec- 
essary to yield a 5 per cent return to investors in various 
income brackets and the yield to stockholders in these 
brackets when the corporation earns a profit equal to 10 





14 Postwar Taxes, Twin Cities Research Bureau, June 1944, 
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per cent on capital is presented in Table 5. 
Table 5 takes into account all corporate and individual 

taxes except the excess-profits tax, the Victory tax, and 

state or local taxes on either corporate or individual in- 


TABLE 5 


Corporation rate of earnings Yield to stockholders 
on capital necessary to when corporation 
yield a 5 per cent earns 10 per cent on 
capital (before taxes) 




















come. On the basis of the assumptions, which must be 
considered reasonable, a corporation would have to earn 
18 per cent on its investment for a stockholder in the 
$8,000-$10,000 bracket to retain 5 per cent on his in- 
vestment. Where the stockholder is in the $100,000- 
$150,000 income bracket, the corporation must earn 79 
per cent on investments in order that the stockholder may 
have a return of 5 per cent after taxes. 

Thus the incentive to assume the risks of new enter- 
prise is progressively diminished as the capacity of the 
individual to assume such risks increases. Even in the 
$20,000-$22,000 bracket the net return is only 1.89 per 
cent when the corporation earns 10 per cent on invest- 
ment. Tax-exempt securities are available which yield 
the investor almost this much without the risks incident 
to business enterprise. It is small wonder that there has 
been a drying up of venture capital. 

The authors of this plan believe that a choice must be 
made between relatively heavy corporate taxes or rela- 
tively heavy individual income taxes.'® They believe that 
venture capital will not be available from individuals 
unless they are given relief from the existing penalty at- 
tached to individual investment in productive enterprise. 
They believe, therefore, that relatively heavy corporate 
taxation will be less of a drag on the economy than heavy 
individual rates, although the individual rates recom- 
mended range up to 60 per cent.’® 

The authors considered the argument that in the fu- 
ture corporate savings will constitute the principal source 
of capital for expansion of enterprise, and that little at- 
tention need therefore be given to making venture capi- 
tal available from individuals. This argument was re- 
jected on the sound basis that the ultimate end of such 
a policy would be the concentration of economic power 
in fewer and fewer concerns. Such a policy would con- 
centrate expansion in existing concerns, since capital 
would be difficult to obtain for new enterprise units. 
Moreover, the divorce of ownership and management 
characteristic of large corporations might lead to unwise 
or uneconomic expansion, since such expansion would 
not have to be subjected to investor scrutiny and ap- 
proval.*? 

A tax rate of 40 per cent on corporations with in- 
comes in excess of $50,000 is suggested. This recommen- 
dation is conditioned on the repeal of the excess-profits 
tax, the declared-value excess-profits tax, the 2 per cent 


16 This belief is generally shared by other tax planners, but all 
other tax plans reviewed have been constructed on the beiief that 
relatively heavy individual taxation is less damaging to produc- 
tion and enterprise than continued heavy corporate income taxes. 

16 50 per cent if the recommended sales tax is adopted. 

17 This was not suggested in the plan. 


penalty on consolidated returns, and the provision re- 
quiring the inclusion in gross income of 15 per cent of 
intercorporate dividends. 

It is also proposed that 40 per cent of the dividends 
received by individuals be excluded from gross income. 
In other words, the individual taxpayer would include 
in income only 60 per cent of the dividends received from 
domestic corporations. 

The effect of the recommendations on the net return, 
after taxes, to the investor in new corporate enterprise 
is shown in Table 6. It is assumed that the new corpora- 
tion earns 10 per cent on capital investment, and that 30 
per cent of the corporation earnings after taxes is re- 
tained and 70 per cent disbursed in dividends. It is a!so 
assumed that the individual is subject to the rates sug- 
gested in the plan.’*® Since we are interested in the net 
return after taxes to an investor in new corporate enter- 
prise, it is assumed that the investor’s ordinary income is 
exactly equal to his deductible expenses and personal 
exemption and that the dividend income is exactly equal 
to the taxable net income. The taxable net income shown 
is presumed to consist of total dividends without the ex- 
clusion of 40 per cent of dividend income as recommend- 
ed in the plan. This latter assumption is introduced in or- 
der to facilitate comparison with Table 5, which shows 
the net yield to the stockholder under present law. Table 
6 shows a comparison of the net y:elds under the present 
law and the net yields under the Twin Cities plan. 


TABLE 6 


Yield to stockholder* (after 
taxes) when corporation 
earns 10 per cent on 
investment (before tax) 


Rate of corporation eara- 
ings on investment re- 
quired to yield stockhold- 
er* 5 per cent after taxes 


Stockholders’ 
taxable 
net income 





“Present Twin Cities Twin Cities 


lawt plan 
$ 8,000- 10,000 2.77% 3.75% 
20,000- 22,000 89° 3.65% 
50,000- 60,000 : 3.42% 
100,000-150,000 3.14% 
150,000-200,000 2.96% vi 
200,000 and over 0.504% 2.88% 100% 7 34% 


* Based on effective rates in the six brackets of 18%, 22%, 31.03%, 
42.08%, 49.28%, and 52.23%. 
t Taken from the Twin Cities plan. 
. = Vestas slightly depending upon location of taxable income within the 
racket. 


—_ 
Present 
lawt 


Under the Twin Cities plan, investment in corporate 
equities would still have to be more than ordinarily profit- 
able to provide a 5 per cent return after taxes to the in- 
vestor in the $8,000-$10,000 taxable income brac!et. But 
the margin between the h:gh and moderate or low bracix- 
ets is considerably reduced. The corporation would be 
required to earn only 30 per cent more in order to net 
5 per cent to the investor in the “over $200,000” bracket 
than would be required in order to net 5 per cent to the 
investor in the $8,000-$10,000 bracket. 

A comparison of the profitability of investment in 
corporate equities with the profitability of investments 
not subject to the corporate tax, such as annuities, bonds, 
or unincorporated enterprise, is shown in Table 7. In this 
illustration the same assumptions are made concerning 
corporate earnings retained. The rates used are those rec- 
ommended in the Twin Cities plan. 

On the basis of the Twin Cities plan, the investor in 
corporation stocks is at a tax disadvantage as compared 
to the investor who chooses bonds, savings institutions, 
insurance, or unincorporated enterprise. It is true that 


18 Without sales tax. 
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this tax disadvantage is less than exists under the present 
law. It is also true that the recommendations call for a 
greater reduction in the tax disadvantage in the higher 


TABLE 7 


Yield to investor (after Rate of earnings on 








Investor's taxes) when net earnings investment required 
taxable before tax are equal to to yield investor & 
net income 10 per cent on investment per cent after taxes 
c ants ~ ~ o 
Investment in Investment in 
Corporate other than cor- Corporate other than cor- 
stock* porate stockst stock* porate stockst 
$ 8,000-10,000 3.75% 8.00% 13.35% 6.25% 
20,000- 22,000 3.65% 7.329% 13.72% 6.83% 
50,000- 60,000 3.42% 6.20% 14.63% 8.06% 
100,000-150,000 3.14% 5.07 %t 15.93% 9.86% 
150,000-200,000 2.96% 4.469% 16.90% 11.21% 
200,000 and over 2.88% 3.94% 17.34% 12.69% 


* From Table 6. 

+ Based on effective rates for the six brackets of 20%, 26.75%, 37.93%, 
49.28%, 55.38%, 60.59%. These differ from those used for corporate stock 
because of the exclusion of 40 per cent of dividend income. | 

t Varies slightly depending upon location of income within the bracket. 


income brackets than in the middle breckets. [t is nec- 
essary that the corporation earn at the rate of 17.34 per 
cent in order that the investor with a taxable income in 
excess of $200,000 receive a return of 5 per cent after 
taxes. It is only necessary for him to receive 12.69 per 
cent on investments other than corporate stocks in order 
to net 5 per cent after taxes. On the other hand, in order 
to net 5 per cent to the investor in the $8,000-$10,000 
bracket, the corporation is required to earn at the rate 
of 13.35 per cent. But the investor in this lower bracket 
requires a return of only 6.25 per cent before tax in order 
to net 5 per cent after tax in the case of investments in 
other than corporate stock. 

The objection may reasonably be offered that the com- 
parisons above do not show the true tax differential be- 
tween income from corporate stock and income from 
other investment media because of the exclusion of in- 
come retained by the corporation. If corporate earnings 
are real, the portion which is retained by the corpora- 
tion for reinvestment represents an improvement in the 
economic position of the stockholder. Fundamentally the 
situation is the same as if the entire earnings had been 
disbursed and the stockholder had reinvested a portion 
of the dividend.’® There is some reason, therefore, to 
count reinvested earnings as income to the stockholder 
when making a comparison of the net yield after taxes 
on corporate stocks and other investment media. 

Table 8 shows a comparison of net yields on corporate 
stocks and other investment media on the assumption 
that 100 per cent of the corporation earnings after taxes 


TABLE 8 


Yield to investor (after Rate of earnings on 


Investor's taxes) when net earnings investment required 
taxable before tax are equal to to yield investor 5 
net income 10 per cent on investment 


per cent after taxes 
» & 








a a 


ma) “~ 
Investment in Investment m 


Corporate otherthancor- Corporate other than cor- 

stock porate stocks* stock* porate stockst 
$ 8,000- 10,000 5.35% 8.00% 9.34% 6.25% 
20,000- 22,000 5.21% 7.329% 9.60% 6.83% 
50,000- 60,000 4.88% 6.20% 10.24% 8.06% 
100,000-150,000 4.49% 5.07 %t 11.15% 9.86% 
150,000-200,000 4.22% 4.46%t 11.83% 11.21% 
4.12% 3.94% 12.14% 12.69% 


200,000 and over 


* From Table 7. 
t Varies slightly depending on location of income within the bracket. 
are disbursed as dividends. Individual and corporate 
rates are those recommended in the Twin Cities plan. 
The comparison shown in Table 8, which is based 


19 It is true that the corporation (because of divorce of owner- 
ship and control) may sometimes reinvest carnings when the 
stockholder would not reinvest dividends. 


upon full corporate distribution, is probably more valid 
than the previous comparisons based upon a 70 per cent 
distribution. Undistributed earnings result in an im- 
provement in the investor’s economic position. In most 
cases, it is probably true that the investor would derive 
a greater advantage from distributed earnings than from 
the increase in book value resulting from corporate rein- 
vestment; nevertheless, it is clear that corporate rein- 
vestment cannot be excluded from consideration. 

Under the Twin Cities Plan, as indicated in Table 8, 
there is little tax discrimination against investment in 
corporate stocks, as compared with investment in bonds 
or other media not subject to the corporate income tax, 
in the case of investors with taxable incomes in excess 
of $100,000. Taxpayers with incomes in excess of $200,- 
000 would be able to retain, free of taxes, $4.12 out of 
each $10 earned by the corporation before taxes, assum- 
ing full distribution. On the other hand, he would be 
able to retain but $3.94 out of each $10 received from 
investments other than corporate stocks. But discrimina- 
tion against the corporate form would still exist in the 
case of investors with taxable incomes ranging up to 
$60,000. An investor in the $8,000-$10,000 taxable-in- 
come bracket would be able to retain $8 out of each $10 
of income received from investment in other than cor- 
porate stock. But such an investor would be able to retain 
only $5.35 out of each $10 earned by a corporation in 
which he owned stock, assuming full distribution. 

The suggestion might be offered that the tax discrim- 
ination against investment in corporate stocks could be 
reduced in the case of investors in income brackets of 
$60,000 and under by increasing the percentage of divi- 
dends excluded from income taxation. This might be . 
graduated, with perhaps 60 per cent excluded for income 
brackets under $10,000 and ranging down to a 40 per cent 
exclusion in brackets over $100,000. 

With some slight modification, such as suggested 
above, the Twin Cities plan would approximately achieve 
the objective of eliminating tax discrimination against 
investment in corporate stock. This would mean that 
the corporate income tax would be in effect as progressive 
as the recommended individual income tax.?° That the 
corporation income tax is not a progressive tax i$ one of 
the two chief objections to it. 

The recommendation in the Twin Cities plan that 
high corporate rates be maintained in order that indi- 
vidual rates may be considerably reduced seems to differ 
radically from other tax plans reviewed. The analysis 
above, however, indicates that the net result probably 
would not differ materially from that contemplated in 
other plans. If the corporate and individual rates be con- 
sidered together, the tax discrimination against invest- 
ment in corporate equities is eliminated or reduced. This 
is a principal objective of all plans. 

Apparently the chief reason for the recommendation 
for maintenance of high corporate rates in order that in- 
dividual rates may be reduced was the belief that corpor- 
ate savings tend toward monopoly and prevent a desirable 


investor review of expansion proposals. This view is 


20 The tax would still not be progressive in the low brackets, 
since the stockholders whose exemptions are sufficient to offset 
income would still be burdened with the tax paid by the corpora- 
tion. 
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shared by other tax planners. Other plans, however, deal 
with the problem by eliminating or reducing the tax on 
distributed earnings but leaving a tax on undistributed 
earnings. It would appear that the maintenance of a 
heavy tax on distributed earnings is not essential in order 
to deal adequately wan the problem of undistributed 
earnings. 


Ferro-Berdon Plan.** This plan is not predicated on 
any assumed level of national income but is designed to 
work at any expenditure level. It proposes a tax structure 
but does not advocate rates. It recommends the enact- 
ment of a new basic tax law with no “umbilical tie to ex- 
isting Code and/or prior enactments.” Necessary defini- 
tions and retained features of the present law would be 
incorporated into the proposed new law. 

The recommendations having to do with the corpor- 
ate income tax are not duplicated in any of the plans here 
examined. Because the proposals are unique and because 
one of the objectives sought is simplification, which is 
given little consideration in other plans, the proposals 
are worthy of examination. The recommendations are 
set forth below: 


(1) That partnerships be subject to an unincorporat- 
ed business tax at the same rates as corporations. 


(2) That all corporations be allowed a minimum flat 
exemption to encourage small business. 


(3) That the present general corporate-tax structure 
be retained but that the rates be graduated with about 
ten brackets. Administrative controls should be provid- 
ed to prevent “split up” abuse. 


(4) That corporate dividends be allowed as a deduc- 
tion against corporate income, to avoid double taxation, 
to encourage distribution, and to prevent present “salary 
vs. dividend” disputes in closely held corporations, ex- 
cept that a nominal “in-lieu-of-dividend” exemption be 
prescribed for general purposes of reserves and expan- 
sion. The present penalty tax on unreasonable accumula- 
tion of surplus should be repealed. 


It is apparent that the unique feature of this plan is 
the proposal that corporate dividends be allowed as a 
deduction against corporate income. This plan would, 
in effect, tax only undistributed earnings and would do 
so without any of the complications involved in other 
plans that have this objective. The recipient of dividend 
income presumably would be required to pay both the 
normal tax and the surtax upon such income. The small 
stockholder whose exemptions and deductions require 
him to pay no tax would not have his dividends reduced 
by reason of the tax on corporation income, and his share 
of the corporation’s distributed income would not be 
taxed. On the other hand, those individuals subject to 
the tax would pay a surtax on such dividend income at 
a rate appropriate to the income level of the individual. 
In other words, the corporation tax would be made pro- 
gressive. Moreover, this proposal would establish the tax 
on distributed income on an “ability to pay” basis with- 
out the complications necessary in other plans, such as 


21 Ferro-Berdon & Co., C.P.A.’s and tax consultants ; presented 
by Bert T. Tornborgh in Taxes, the Tax Magazine, Dec. 1944. 





the calculation of taxes withheld for individual stock- 
holders, and without the necessity for tax refunds to 
stockholders not subject to the tax. 

This proposal is consistent with the legal theory of 
corporate entity. Many of our misadventures in cor- 
porate taxation have been the result of confused think- 
ing about what a corporation is. A corporation is either 
an entity or it is not an entity. It is not an entity for one 
purpose and merely a method of association for another 
purpose. Socially satisfactory results can flow either 
from the consistent view that the corporation is a legal 
and economic entity, or from the view that it is merely 
a device by which men associate themselves together in 
a business undertaking. The withholding proposals of 
the C.E.D., N.P.A. (Ruml-Sonne), and other plans are 
obviously based on the method-of-association concept. 
Since the corporation is regarded merely as a device by 
which stockholders associate themselves in business, the 
stockholders should pay the tax according to their vari- 
ous abilities to pay, with the corporation serving merely 
as a withholding agent. 

But the prevailing view is, at least for other purposes, 
that the corporation is an entity. The Ferro-Berdon pro- 
posal is apparently based on the doctrine that the cor- 
poration is an entity and that, therefore, its distributions 
are in the nature of expenses to be deducted by the cor- 
poration but to be included as income by the recipients. 

It is worthy of notice that Marriner S. Eccles, chair- 
man of the Board of Governors of the Federal Reserve 
System, has proposed changes in the tax structure which 
include the deduction of dividends from corporate in- 
come and the taxation of the undistributed balance at 25 
or 30 per cent.** Mr. Eccles would first remove various 
excise taxes and reduce income taxes in the lower brack- 
ets. As a second step and as revenue needs permit, he rec- 
ommends revision of corporate taxes. 

The Committee on Federal Taxation of the American 
Institute of Accountants has recently submitted rec- 
ommendations relating to postwar taxation.** The com- 
mittee presented two basic models for corporate tax re- 
form. One of the models proposed the reduction of the 
corporation’s taxable income by the amount of dividend 
payments to stockholders. The other model proposed a 
credit against the stockholder’s tax on account of the tax 
paid by the corporation but without withholding from Jiv- 
idends. The committee, as such, made no recommenda- 
tion as to which model should be adopted. Arguments 
in support of each model were submitted, summarizing 
the views of members of the committee favoring one or 
the other models. The advantages of the deduction of 
dividends from corporate taxable income over the indi- 
vidual-credit method were summarized as follows: (1) 
absence of apparent tax discrimination in favor of divi- 
dend income as compared with other types of income 
received by individuals; (2) removal of tax inducement 
to the corporation to adopt unsound debt financing in- 
stead of financing through capital-stock issues; (3) 
complete uniformity in application, uncomplicated by 
variations in corporate tax rates; (4) uniformity in re- 


22 Address at meeting of the National Industrial Conference 
Board, New York City, Nov. 16, 1944, reprinted in the Federal 
Reserve Bulletin, Dec. 1 

23 “Postwar Taxation,” Journal of Accountancy, Nov. 1944. 
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lief from corporate tax to individual stockholders, re- 
gardless of variations in their tax rates because of dif- 
ferences in income brackets ; (5) elimination of much of 
the present necessity for reviewing salaries of stock- 
holder-officers in close corporations. 

The Ferro-Berdon proposal that the corporate tax (on 
undistributed earnings) be “graduated, with about ten 
brackets” is a little confusing. It is not clear whether the 
graduation is to be according to total amount of retained 
earnings or according to the per cent of total earnings 
retained. If it is to be the former, the obvious criticism 
is that this would tend to make the tax regressive.”* It 
is difficult to believe that it is to be the latter, because of 
the necessity for such relief provisions as were included 
in the 1936 undistributed-earnings tax. One of the ob- 
jectives of the plan is the elimination, so far as possible, 
of the necessity for the use of administrative discretion 
in determining the amount of income subject to tax. 
Moreover, the discussion of prevention of “split up” 
abuse clearly implies that the graduation is meant to 
be based on total retained earnings. 

In addition to the proposals outlined above that have 
to do with changes in the corporation income-tax struc- 
ture, the plan recommends a “privilege tax.” This is 
stated to be for the “privilege of doing business under 
the advantages and protection of the United States form 
of free economy.” This tax would be levied on invested 
capital (including borrowed as well as equity capital) of 
corporations, partnerships, and sole proprietorships. 
This tax would amount to a kind of business-franchise 
tax or gross-assets tax and would not be related to busi- 
ness income. 


The Problem of Undistributed Earnings. All of the 
plans examined recognize the problem of taxing undis- 
tributed corporate earnings. That the corporation in- 
come-tax structure as now constituted is an unwise re- 
straint upon the job-creating machinery is rather gen- 
erally recognized. There is also a general awareness that 
the corporation income tax does not conform to the 
principle of “ability to pay.” The plans examined call 
for rather fundamental modification of this tax.?5 The 
majority of the plans contemplate in effect the elimina- 
tion of the corporate income tax on distributed earnings. 
But undistributed earnings are recognized as requiring 
different treatment. The taxation of undistributed earn- 
ings means double taxation of corporate income if the 
earnings are later distributed in the form of dividends. 
Nevertheless, some discrimination in favor of distributed 
earnings and against undistributed earnings appears to 
be justified. The reasons for this may be summarized as 
follows: 


(1) When corporate income-tax rates are materially 
lower than individual rates in the higher brackets, the 


24 This is true even though the tax is on undistributed earnings. 
Certainly it is not true that ownership of the stocks of small cor- 
perenne tends to be concentrated in taxpayers in low-income 

rackets. 
_ 26 This is true even in the case of the Twin Cities plan. Here 
it is proposed to approximately maintain the corporate tax struc- 
ture; but the proposed exclusion of 40 per cent of dividend in- 
come to the individual is a substantial modification of the method 
of taxing corporate earnings distributed as dividends. 





retention of corporate income, particularly in closely held 
corporations, offers the investor in the higher brackets 
a means of either temporary or permanent escape from 
taxation on income earned through the corporate device. 
Where earnings are only temporarily withheld from div- 
idends, the individual stockholder is only enabled to shift 
income from one period to another and clearly does not 
escape tax. It is, of course, true that, where a small group 
of stockholders control the corporate policies, the shitt- 
ing of income in time may be accomplished so as to take 
corporate earnings into individual incomes either in years 
of low individual rates or in years when the other income 
of stockholders results in a lower-bracket tax. But, since 
the income-tax structure bears with unusual severity on 
irregular incomes, no great injustice results from a situa- 
tion where the stockholder is enabled to use the corporate 
device to even out his income. 

But corporate earnings may be more or less indefinite- 
ly withheld from dividends. When such earnings are in- 
vested in new facilities, they will never appear in the 
stockholder’s taxable income. True, the reinvestment 
may yield additional earnings which will accrue to the 
stockholder ; but this should not obscure the fact that one 
earnings cycle has escaped taxation to the equitable own- 
er, the stockholder. 


(2) In view of the fact of separation of corporate 
ownership and control, the failure to distribute all cor- 
porate earnings is basically anticapitalistic. The general 
theory of capitalistic enterprise is that the consumer de- 
termines the direction of economic development. By his 
purchases, by giving or withholding his favors, he de- 
termines the relative profitability of various industries 
and of the various units within the industry. It is a sort 
of continuous election in which the consumer, acting in 
his own interest, chooses those companies and industries 
that have been most successful in anticipating and pro- 
viding his needs. 

The results of this continuous election process are 
expressed in the relative profitability of companies and 
industries. Individual investors, observing these elec- 
tion returns in the form of relative profitability, then, 
acting in their own interests, direct the flow of capital 
and savings into the most socially useful (as indicated 
by consur’ers’ choices) channels. 

No one has ever argued that this process works per- 
fectly. Investors are not equally alert. The imperfections 
of accounting theory and practice sometimes result in in- 
accurate reporting of real profits. Investors are faced 
with the necessity for basing action not only on apparent 
present demand but also on estimates of future consumer 
favor. The existence of monopoly (at least in essential 
goods) also tends to prevent the perfect operation of 
the mechanism. 

When undistributed earnings are utilized for expan- 
sion instead of dividends, this investor review of 
the desirability of expansion is absent.** If the interest cf 
corporate managers in position and prestige weigh heav- 
ily in expansion decisions and if stockholders, due to 


26 In a period when capital markets are closed because of trade 
depression or because of undue cost and effort involved in com- 
plying with regulatory acts, it is perhaps fortunate that expansion 
can be accomplished through retained earnings. 
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apathy, lack of organization, etc., have little to do with 
such decisions, it is clear that much uneconomic expan- 
sion may result. The tax proposals which discriminate 
in favor of distributed earnings and against undistribut- 
ed earnings are undoubtedly based in part on a belief in 
the anticapitalistic nature of undistributed earnings. 

It must be recognized that in many cases corporations 
are either legally or practically unable to distribute earn- 
ings to stockholders. The operation of law, contracts with 
creditors, or pressing debt maturities may make distri- 
bution not only undesirable but impossible. Relief pro- 
visions for such corporations would be a requisite in any 
proposal that includes rates on undistributed earnings 
so high as to be coercive. 

However, the plans here examined do not involve 
rates on undistributed earnings that can accurately be 
described as coercive. The highest rate mentioned is 45 
per cent, in one of the two Hansen-Perloff alternate 
proposals. A rate somewhere in the range of 25 to 35 per 
cent on undistributed earnings would probably not re- 
quire relief provisions. 


Summary and Appraisal. The various proposals 
for reform of the corporate income-tax structure may 
be arranged in the following classes: 


(1) The proposal to eliminate the corporation in- 
come tax but to require stockholders to include in in- 
dividual incomes their proportionate share in the cor- 
porate undistributed earnings. This proposal is men- 
tioned but not specifically recommended by the Twen- 
tieth Century Fund committee, and is also mentioned by 
Hansen-Perloff as an ideal arrangement but probably 
unworkable. 


(2) The proposal that the corporation income tax be 
abolished but that individuals be required to value their 
stock holdings each year and enter the plus or minus 
differences for the year in their income subject to tax. 
This is the proposal favored by the Twentieth Century 
Fund committee. 


(3) The proposal to require corporations to with- 
hold from dividends (and remit to the Treasury) an 
amount equal to the normal personal rate. The stock- 
holder would then treat the am~unt withheld as advance 
payment of his income tax, but would be required to in- 
clude as income the entire dividend without deduction 
of the withholding tax. In addition, the undistributed 
earnings would be taxed at about the same rate to the 
corporation. This tax on undistributed earnings might 
or might not be withheld from future dividends. This is 
the basic pattern of the proposals of the Committee for 
Economic Development, the National Planning Asso- 
ciation (Ruml-Sonne), Hansen-Perloff,** and the Brook- 
ings Institution (Kimmel). 


(4) The proposal to maintain corporation income- 
tax rates at about the present level (40 per cent) in order 
to permit reduction in individual rates. This is the pro- 
posal included in the Twin Cities plan. 


(5) The proposal to permit the deduction of divi- 


27 A higher rate on undistributed earnings (45 per cent) than 
on distributed earnings is recommended. 
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dends paid from corporate taxable income, thus making 
the corporate income tax in fact a tax on undistributed 
income only. This is the Ferro-Berdon proposal, and has 
also been mentioned with approval by Mr. Eccles. This 
proposal is one of the two models presented by the Com- 
mittee on Federal Taxation of the American Institute of 
Accountants. 

The proposal to tax corporate stockholders on their 
pro rata share of undistributed earnings is regarded by 
many as an ideal arrangement but administratively un- 
workable. A constitutional amendment would probably 
be required. It would be very difficult to trace undistrib- 
uted earnings through intercorporate arrangements to 
the ultimate stockholders. Moreover, the income would 
of necessity have to be included in the income of the 
holder of record of a given date (perhaps December 31). 
High-bracket stockholders might by sale and repurchase 
of stock avoid the tax partially or completely. Frequently 
the owner of record is not the equitable owner; this 
would introduce complications. The existence of non- 
cumulative preferred stock makes almost impossible any 
equitable allocation of income between such stockholders 
and common-stockholder groups, because future divi- 
dend policy is unknown at the time taxes must be de- 
termined. In the case of corporations with far-flung in- 
terests and holdings, the final statement of income cannot 
be known until sometime after the close of the year. Cer- 
tainly the time for filing final tax returns would have to 
be much later than March 15 of the year following. Cor- 
porate fiscal years do not end uniformly on December 
31 and this would present complications. If the corpora- 
tion statement of income were not accepted by the tax 
authorities (perhaps several years after), it would be 
necessary to reopen the individual returns of all stock- 
holders for the year in question. The proposal is also 
open to the objection that, since the tax may be levied 
upon a theoretical income not received in cash, the stock- 
holder’s problem of finding a means of payment might be 
a very real one. Moreover, where corporations reinvest 
earnings in assets that subsequently become obsolete, the 
theoretical income may never be received in cash. 

The practical problems of administration are recog- 
nized 2s almost impossible of solution even by those who 
regard such a plan as theoretically ideal. It is entirely 
clear that this plan will receive little consideration as a 
part of the postwar tax structure. 

The proposal to abolish the corporation income tax 
and require stockholders to value their stockholdings 
each year and enter the plus or minus differences for the 
year in their individual incomes does not appear to be 
destined for serious consideration. The Twentieth Cen- 
tury Fund committee which recommended this plan in 
1937 recognized that it would probably require a con- 
stitutional amendment, since it proposes to tax income 
before it is realized through sale. 

This proposal is also subject to the criticism that the 
stockholder is taxed on something that is not received in 
cash, and might experience some difficulty in making 
payment. In the case of marketable securities, partial 
sale would solve the problem. There would seem to be no 
valid reason to apply this plan of taxing unrealized in- 
crements in the case of corporation stocks but not to 








12. OREGON BUSINESS REVIEW 





apply the same method to other assets such as real estate. 
Yet the application of such a plan to real estate and other 
capital assets would present tremendous problems of val- 
uation and administration. 

This plan would, however, be ideal from the point of 
view of automatic adjustment to the business cycle. If 
stability of revenues is not to be regarded as of particular 
importance and if the tax structure is regarded primarily 
as an instrument of fiscal policy, such a proposal has 
considerable merit. During a period of rising values tax 
collections would increase with great rapidity. Moreover, 
the necessity for sales of securities in order to make tax 
payments might provide some restraint on booms. But in 
a period of declining values the owners of stocks would 
virtually cease to be taxpayers and revenues would sharp- 
ly decline. Since the plan provides for loss carryover, in 
the event of a sharp decline in values, stockholders might 
continue to be nontaxpayers until several years of re- 
covery had elapsed.** 

The objective of all of the plans that contemplate the 
use of the corporation as a withholding agent for the 
tax on distributed income is to make the corporation 
income tax progressive. These include the C.E.D., 
N.P.A., Hansen-Perloff, and Brookings (Kimmel) 
plans. All of these plans contemplate a tax on undistrib- 
uted earnings. Hansen-Perloff and C.E.D. recommend 
that the tax on undistributed earnings be passed on to 
the stockholder ; for reasons given above this seems dif- 
ficult, if not impossible, especially if the rate on undis- 
tributed earnings is higher than on distributed earnings, 
as recommended by Hansen-Perloff. 

The Twin Cities plan is more or less unique. The argu- 
ment for the maintenance of high corporate rates does 
not appear to stand analysis. The argument against cor- 
porate savings is impressive; but corporate savings can 
be discouraged by a tax on undistributed earnings. It is 
not necessary to tax distributed earnings in order to ac- 
complish this objective. 

If the objective of corporation tax reform is to end 
discrimination against income earned through corporate 
enterprise, it is evident that the Twin Cities plan attains 
this objective only in the income brackets above approxi- 
mately $100,000. Reference to Table 8 above shows that, 
when full distribution is assumed, the net return after 
taxes to the investor will be approximately the same for 
corporate income as for noncorporate income in the 
brackets above approximately $100,000. But in the low 
and middle brackets a considerable degree of discrimina- 
tion remains. 

Table 9 shows a comparison of the after-tax return to 
the investor for a given amount of corporate and non- 
corporate income under the Twin Cities plan and under 
the plan of the Committee for Economic Development. 
The yield before taxes is assumed to be 10 per cent. In 
the case of corporate income, full distribution is assumed. 
It is also assumed that exemptions and deductions are 
equal to other income. 





28 This might present some political difficulties. When it was 
discovered in the early 1930s that J. P. Morgan and Co. had paid 
no income taxes because of capital losses, great indignation was 
expressed. Such a plan might break down in a period of depres- 
sion, when it became apparent that stockholders as a class were 
to be virtually excused from payment of taxes. 





TABLE 9 


— Twin Cities ———_, 
Investment in 
Corporate Other than cor- 
stock porate stock 


5.35% 8.00% 
5.21% 7.32% 
4.88% 6.20% 
4.22% 4.46%t 
4.49% 5.07 Yot 
4.12% 3.94% 


£.D.t-—————{~ 
Investment in 
Corporate Other than cor- 
stock porate stock 


Investor's 
taxable 
income 

$ 8,000- 10,000 


200,000 and over 


* From Table 8. 

t At the maximum of alternate rates recommended. Yields shown are for 
the bracket maximum. 

t Varies slightly depending on location within the bracket. 


The proposal to permit the deduction of dividends 
from corporate income would accomplish almost ex- 
actly the objectives sought in the various plans 
(C.E.D., N.P.A., Brookings, Hansen-Perloff) that util- 
ize the corporation as a withholding agent. Undistributed 
earnings would be taxed but distributed earnings would 
not be taxed to the corporation. But the distributed earn- 
ings would be taxed to the individual as dividends sub- 
ject to both normal tax and surtax. If the income of an 
individual is below his exemptions and deductions, no 
tax on corporation income distributed to him would be 
paid. 


There appears to be only one rather minor difference 
in the end results of this simple proposal and the various 
“at the source” proposals. The dividend-deduction plan 
does not and cannot involve passing on to the stockholder 
the tax on undistributed earnings. Some of the plans ex- 
press hope that a means will be found to pass this tax (as 
well as the credit) on to the stockholder. The opinion has 
been expressed above that this would not prove to be 
practicable. Moreover, it is not entirely clear that such a 
tax should be passed on. After all corporate reinvestment 
is not always undesirable. 


While the dividend-deduction plan would accomplish 
substantially the same objectives as the “at the source” 
proposals, it would seem to have the following advan- 


tages : 


(1) The dividend-deduction plan would have the 
advantage of simplicity. It would not be necessary to im- 
pose upon the corporation the responsibility for account- 
ing for withholdings to the Bureau of Internal Revenue 
and to stockholders. There would be no problem of equit- 
able ov.ners vs. legal owners. There woula be no prob- 
lem of determining the record date. Neither would it be 
necessary for those stockholders not subject to a tax to 
seek a refund from the Bureau of Internal Revenue. The 
preparation of individual returns would be simplified. 
The necessity for reviewing salaries of stockholder-of- 
ficers in close corporations would be avoided. 


(2) The plan is consistent with the legal doctrine 
of corporate entity. 


(3) The belief has been expressed that far-reaching 
changes in the corporate tax structure should be made 
gradually. The plan is adapted to gradual introduction. 
It would be possible to permit the deduction of perhaps 
50 per cent of dividends the first year, 75 per cent the 
second year, and 100 per cent the third year. 


(4) The dividend-deduction proposal is consistent 
with the trend of income-tax development. As a matter 
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of fact, the dividend-deduction plan is not an innovation 
in Federal income taxation. On the contrary, two income- 
tax changes of recent years can be thought of as logical 
forerunners of the dividend-deduction plan. The deduc- 
tion of dividends in calculating corporate income subject 
to tax is even now provided in the cases of regulated 
investment companies and public utility operating com- 
panies. In the latter case, however, the deduction is only 
against the surtax aid is applicable to preferred stock 
only. 

The dividend-deduction plan would accomplish sub- 
stantially the result of making the corporate income tax 
more progressive. It would tend to discourage corporate 
savings by taxing undistributed earnings. Moreover, it 
would accomplish these objectives without adding to the 
complications of the tax (either corporate or individual). 
In addition it would be in line with recent income-tax 
development. 

It appears to be possible, therefore, that this plan, or 
some adaptation of it, may appear as part of the pattern 
of postwar Federal taxes. 

(To be continued) 


FINANCING BUSINESS IN POST- 
~ WAR AMERICA 


(Continued from page 1) 


porary in nature compared to the total long-range financ- 
ing requirements of the postwar era. Where, then, is the 
bulk of the money coming from? 


Loans by Local Banks. There is no doubt about the 
answer to that question. The banks of America are ready 
and able to provide ample credit for the postwar needs 
of industry, agriculture, the professions, and business, 
particularly small business. Far in advance of the time 
when actual credit is needed for reconversion and post- 
war activities, the 15,000 banks of this country adopted 
a constructive credit program and are already carrying 
it into effect. 

Never before has banking had such a powerhouse of 
financial energy. The deposit structure now exceeds $100 
billion, which is three times the total of eleven years 
ago. With wartime scarcity in many lines, there has 
been no scarcity of bank credit nor is there any prospect 
of any such scarcity in the days that lie ahead. 

To men of character and ability perhaps the most en- 
couraging statement heard in this country in many years, 
and one that is of the utmost significance to the preser- 
vation of the private-enterprise system, was made re- 
cently by Robert M. Hanes, chairman of the American 
Bankers Association’s Post War Small Business Credit 
Commission. He said, “Every competent man, firm or 
corporation in the United States that needs bank credit 
will get it if the money is to be used for some constructive 
purpose that will serve the private enterprise economy of 
this country. If the individual banks cannot grant the 
credit, we as bankers pledge ourselves to stay with him 
and see that he gets the money from some other bank or 
group of banks.” 


This progressive policy does not mean that the banks 





are going to make reckless loans. Such loans are of no 
benefit to the borrower, the bank, or the community. Nor 
does it mean that banks have not been making loans to 
men of character and ability. They have been doing it for 
years. In 1940, the last full year of peacetime business 
operation, banks of the country made total loans of $39 
billion to 24 million borrowers, and the average new com- 
mercial loan was approximately $1,700. It is evident 
therefore that the banks have always been aware of the 
needs of small business and have met them. 


Correspondent Participation. Surveys indicate 
that most of the postwar loans, particularly to small busi- 
ness, will be made by individual banks in the various 
communities of the nation. 

However, there will be instances where the amount 
of credit required by a local enterprise will be beyond 
the legal lending limits of the local banks; or a local en- 
terprise may involve a project that requires the atten- 
tion of financial specialists. In such cases the local in- 
dustry or business will not suffer. Here is where the en- 
tire machinery of the American banking system will be 
utilized to the fullest. When a local bank cannot extend 
either part or all of the credit needed, it will make use 
of its long-standing reciprocal relationships with other 
banks to see that the money is made available. Small busi- 
ness will be the chief beneficiary of the experience, skill, 
facilities, and resources that have been developed over a 
long period of years by this cooperation between banks. 


Term Loans, There is much talk in the banking 
fraternity of a comparatively new type of loan developed 
by banking itself during the past ten years. This is the 
term loan, a loan which is made for the term of a year or 
more under certain conditions covering its use and amor- 
tization. Figures showing the growth of this type of 
loan are interesting. In 1938 commercial banks made 
term loans totaling $217,000,000, and at the end of that 
year there were $1,500,000,000 in such loans outstanding. 
By the end of 1940 some 3,000 banks located throughout 
the country had invested in excess of $2,162,000,000 in 
term loans. Most of these loans had been made by banks 
in larger communities to larger enterprises. 

Banking is now making far-reaching plans to apply the 
term loan +o smal! business in the postwar period. I might 
add that the variety of small businesses makes it impus- 
sible to apply any stereotyped patterns to them, each case 
being pretty much what we might call tailor-made. This 
is the genius of small business, and one reason why it will 
never become regimented. 

What is small business ? The term is relative, yet there 
are some yardsticks by which it may be measured. The 
United States Department of Commerce says that small 
business consists of manufacturing plants with 100 em- 
ployees or less, wholesale establishments with less than 
$200,000 annual net sales volume, retail stores, service 
establishments, hotels, places of amusement, and con- 
struction organizations with annual net sales or receipts 
of less than $50,000. These constitute 92 per cent of all 
enterprises in the country. In 1939, the most recent year 
for which figures are available, small business consisted 
of approximately 2,800,000 establishments employing 
more than 8,350,000 people and producing more than 
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$43,653,000 in goods and services. American banking 
is determined that small business shall live and be given 
the opportunity to grow and prosper. 


Responsibilities of Businessmen. Businessmen have 
definite responsibilities in regard to their credit needs 
and the best means for meeting them. First, every busi- 
nessman whose operations have been changed by war, 
either through conversion to war production or through 
the operation of priorities and rationing or manpower 
shrinkage, should make some quick, honest, and practical 
surveys of his business and its needs if he has not al- 
ready done so. The economy of the country demands 
that there be little or no lag in reconverting business and 
industry to a peacetime basis. After self-examination 
the next most important job for the businessman is to get 
the facts about his business down on paper. This means an 
accurate display of his whole financial picture: inventory, 
- equipment, plant, contracts, payrolls, sales, taxes, com- 
mitments, and liabilities, real and potential. The third 
step in postwar planning for the businessman is to go and 
talk to his banker. He should tell his banker all the facts 
about his business at the present time, as well as his post- 
war plans in as much detail as possible. Together the 
businessman and the banker should estimate the postwar 
credit requirements of the business, and arrange as com- 
pletely as possible for loans which will be needed. 

The businessman who follows this plan of action will 
find his banker thoroughly alert to the necessity for care- 
ful postwar planning well in advance of the actual date 
when victory has been won on every battlefront. 


Attitude of Bankers. Banking not only has a plan 
and the machinery for postwar financing but it is aroused 
to the necessity for doing a thoroughly competent job. 
It realizes it must be prepared to provide credit for every 
type of enterprise, large, medium, and small. 

Provision has already been made by law, regulation, 
and practice for loans to manufacturers and contractors 
whose capital is tied up in war work. Loans, advances, 
and partial payments will be made to them by means of 
the familiar V and VT loans and the more recent T or 
termination loans. This type of financing enables the 
war manufacturer to obtain funds with which to pre- 
pare for peacetime preduction, while awaiting settle- 
ment by the government of his outstanding contracts 
which have been terminated by the particular service with 
which he had been doing business. 

Banking will be more resourceful than it ever has been. 
The banker will be glad to sit down with the businessman 
and help him work out arrangements that will provide 
the necessary financing. This financing may not follow 
stereotyped patterns, but it will do the job in a way that 
benefits the borrower and still maintains sound banking 
practice. 

The variety of loans which a banker can make and the 
lending methods which he can employ often prove sur- 
prising to the businessman. Such loans and methods, 
however, can be utilized only when the businessman has 
established an experience record which will indicate the 
amount that can be loaned on certain types of assets and 
under certain conditions, 

Starting now and continuing throughout the entire 





reconversion and postwar periods, the competent busi- 
nessman should sit down with his banker and plan che 
financial future of his business. With such planning, 
funds will be readily available when needed. This means 
that business and industry will obtain the money which 
will facilitate a quick shift from war to peacetime pro- 
duction. Also, it will pave the way for plant expansion, 
new. merchandising methods, the opening of new mar- 
kets, and the creation of new jobs. There need be no 
problems involving credit either now or in the postwar 
period that bankers and businessmen, working together, 
cannot solve. 





THE FUTURE OF PACIFIC COAST 
SHIPYARDS 


If the expressed intentions of West Coast shipyard 
operators are realized, the following developments can 
be expected after the war. First, there will be a period of 
relatively high activity in repairing the wartime fleet and 
putting it in condition for peacetime disposal. Even if all 
yards should be fully occupied during this period, em- 
ployment would decline, since fewer people can work 
simultaneously on relatively specialized repair operations 
affecting only a part of a vessel than on the mass pro- 
duction of standardized ships. Furthermore, it is unlikely 
that all the existing facilities will be suitable for simul- 
taneous full utilization in repair and modification work. 
During this period, manufacturers who have converted 
their plants to shipbuilding expect to employ fewer than 
at some later date when their facilities will have been 
reconverted. Continuing shipyards, however, expect to 
have several times as many jobs as later when postponed 
repair and maintenance, and modification of war instal- 
lations and design will have been completed. Second, em- 
ployment will decline further, to less than one-tenth of 
of the 1943 average, even if business throughout the 
country is good. If the shipyard operators foresee cor- 
rectly the economic and political factors affecting ship- 
building activity, the postwar decline in shipbuilding 
employment alone will amount to 30 per cent of total 
manufacturing employment in the three West Coast 
states in the fall of 1944. Compared with 1939, however, 
postwar shipbuilding employment wov!d represent a 
four- or five-fold increase in a good year. 


Third, so far as is known, major shipyard operators 
do not intend to convert present yard structures and 
facilities to peacetime manufacture of new products, or to 
purchase government-owned yards and facilities on a 
large scale for private postwar operation. Because of the 
nonconvertibility of most yard structures and facilities, 
and the certainty that normal postwar shipbuilding activ- 
ity will be low compared with present capacity, few 
expenditures of any sort are anticipated by shipyard 
operators during the reconversion period. Most of the 
intended outlays, furthermore, are for reconverting pre- 
war nonshipbuilding plants, rather than for converting 
shipyards. Eighty-five per cent of the intended outlays 
are earmarked for additions, alterations and repairs, re- 
tooling, and acquisition of working inventory. No new 
construction is planned. Monthly Review, Federal Re- 
serve Bank of San Francisco, Dec. 1944. 
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OREGON COUNTY BUSINESS ACTIVITY SERIES 


DESCHUTES COUNTY 


1. Area: 3,041 square miles (1,946,240 acres) 
2. Population: 


A. Number: 1944 19,678 (OPA figures, Sept. 1, 1944) 
1940 18,631 
1930 14,749 
1920 9,622 


B. Characteristics: 


1. Per cent native-born white 

2. Per cent between 15 and 65 

3. Per cent living in rural areas 

4. Median school year completed by persons 25 
years of age or older: 
a. Males 
b. Females 

















C. Cities and towns with 2,500 population or over: 


Bend (county seat): 1940 10,012 
1930 8,848 
1920 5,415 


. Employment (1940): 


A. Labor force (no. of persons normally employed) 7,957 
1. Per cent of men over 14 inc. in labor force . 
2. Per cent of women over 14 inc. in labor force 


B. Princ. industries in which labor force is employed: 
1. Lumbering (logging & sawmills) 2,264 
2. Agriculture 1lies 
3. Construction 448 











4. Professional & Related services 


395 





5. Retail trade (other than eating, drinking 
& motor-vehicle service) 


363 





4. Agriculture (1940): 


A. No. of farms 





B. Average size of farms, acres 


1,047 
176.8 





C. Average value of farms (land & gidgs.) 


$4,629 





D. Per cent of county in farms 


9.5 





20.3 





E. Per cent of tenancy 


. Housing (1940): 


A. No. of dwelling units 


5,786 





Bend 


3,038 





B. Average no. of persons per occupied dwelling 


Bend 


3.36 





3.37 
58.7 





C. Per cent of dwellings occupied by owners 
Bend . 


60.6 





. Manufacturing (1940): 


A. No. of establishments 


24 





B. Value of manufactured products 
C. Value added by manufacture 


$8,573,161 
$6,026,131 





. Trade (1939): 


A. Retail: 277 establishments; annual sales 
Bend: 162 establishments; annual sales 


B. Wholesale: 36 establishments; annual sales.... 


Bend: 21 establishments; annual sales 





JEFFERSON COUNTY 


. Area: 1,794 square miles (1,148,160 acres) 
. Population: 


A. Number: 1944 2,500 (OPA figures, Sept. 1, 1944) 
1940 2,042 
1930 2,291 
1920 3,311 


B. Characteristics: 
1. Per cent native-born white 
2. Per cent between 15 and 65 
3. Per cent living in rural areas 
4, 


Median school years completed by persons 25 
years or older: 
a. Male 


b. Female 

















C. Cities and towns with 2,500 population or over: none 
(county seat: Madras) 


. Employment (1940): 
A. Labor force (no. of persons normally employed).... 871 


1. Per cent of men over 14 inc. in labor force 85.2 
2. Per cent of women over 14 inc. in labor force 20.0 





B. Princ. industries in which labor force is employed: 
1. Agriculture 326 
2. Professional & related services 70 








3. Construction 


$8,668,000 
$6,505,000 


$5,092,000 
$3,132,000 


65 





37 





4. Lumbering (logging & sawmills) 
5. Mines and quarries 


37 





4. Agriculture (1940): 


A. No. of farms 


227 





B. Average size of farms, acres 


3,071.5 





C. Average value of farms (land & bldgs.)........... 


D. Per cent of county in farms 


-neee.$16,524 


15.0 





60.7 





E. Per cent of tenancy 


. Housing (1940): 


771 





A. No. of dwelling units in county 


B. Average no. of persons per occupied dwelling 


C. Per cent of dwellings occupied by owners. 


3.24 
54.8 





. Manufacturing (1940): 


A. Number of establishments 





. Trade (1939): 


A. Retail: 32 establishments; annual sales 


B. Wholesale: 3 establishments; annual sales 
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BANK DEBITS 





Pe : oo r 
or 
debits fi bom 38 banks and branches monthly. 


Banks ot 
Marketing Districts 
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t the dollar value of checks drawn against individual bank deposits. Approximately 90 per 
y check. Bank debits are regarded as indicators of the general trend of business. The Bureau "a Business Research co 


Debits 
Reporting December 1944 
88 $738,407,509 


25 534,897,346 
43,304,240 42,213,058 


6,247, 521 
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RETAIL SALES 


The sales of a state-wide sample of 459 independent retail stores, collected by the Bureau of the Census, gives an indication of trading activity 
and retail distribution. These figures are often interpreted as indicating purchasing power. 
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BY TYPE OF OUTLET 


Dec. sales compared with 
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Department stores 
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BUILDING PERMITS 


iliding permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting 
these data, to allow for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been 


collected by the Bureau of Business Research. 
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LUMBER PRODUCTION 


The West Coast Lumbermen’s Association reports that the 
December 1944 weekly average of lumber production in western 
Oregon and western Washington was 134,180,000 board feet, a 
decrease of 9.1 per cent over the previous month and a decrease 
of 9.2 per cent over the same month a year ago. The weekly aver- 
age for November 1944 was 147,532,000 board feet, and for De- 
cember 1943 147,765,000 board feet. 


COMMERCIAL FAILURES 


Dun and Bradstreet report that there were three commercial 
failures in Oregon in December 1944 with liabilities of $121,000. 
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This compares with two failures in November 1944 with liabilities 
- = and two failures in December 1943 with liabilities of 


LIFE-INSURANCE SALES 


Ordinary life-insurance sales in Oregon for December 1944 
were $6,815,000, which is the same amount sold in December 1943, 
and an increase of 19.8 per cent over November 1944. Sales in 
the United States increased 6.0 per cent over the same month a 
year ago, and 1.9 per cent over November 1944. Life-insurance 
sales data are related to the financial conditions of individuals and 
particularly businessmen, because life-insurance contracts are a 
form of savings. 





